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ARIZONA

November 14, 2022

To the Honorable Mayor, City Council and Citizens of the City of Prescott:

The Finance Department is pleased to submit the Comprehensive Annual Financial Report of the City of Prescott,
Arizona (City) for the fiscal year ended June 30, 2022. Management assumes full responsibility for the completeness
and reliability of all information presented in this report, based upon a broad framework of internal control that it
established for this purpose. Because the cost of internal controls should not outweigh their anticipated benefits, the
objective is to provide reasonable rather than absolute assurance that the financial statements are free of any material
misstatements.

HintonBurdick, PLLC has issued an unmodified (“clean”) opinion on the City of Prescott, Arizona’s financial statements
for the year ended June 30, 2022. The independent auditor’s report is located at the front of the financial section of this
report.

Management'’s discussion and analysis (MD&A) immediately follows the independent auditors’ report and provides a
narrative introduction, overview and analysis of the basic financial statements. MD&A complements this letter of
transmittal and should be read in conjunction with it.

This report presents the financial position of the City as of June 30, 2022, and the results of its operations and cash
flows for its proprietary fund types for the year then ended. The financial statements and supporting schedules have
been prepared in accordance with generally accepted accounting principles. We believe the data, as presented, are
accurate in all material respects and are presented in a manner designed to fairly set forth the financial position and
results of operations of the various funds of the City.

CITY OF PRESCOTT PROFILE

Known as “Everybody’s Hometown” Prescott is home to the downtown Courthouse Plaza, famous Whiskey Row,
World's Oldest Rodeo, Prescott Fine Arts Association, Sharlot Hall Museum, Phippen Art Museum, Folk Arts Fair,
Frontier Days, and Territorial Days. It has been officially designated as “Arizona’s Christmas City” by the State of
Arizona. The Courthouse Plaza, located in the center of the downtown and framed by towering elms, is the focal point
for amyriad of activities, including crafts fairs, antique shows and art shows. The plaza and Yavapai County Courthouse
are well-known throughout Arizona as symbolizing the quintessential mid-western downtown square.

The City of Prescott was founded in 1863 and incorporated in 1883. During the late 1800s, Prescott twice served as
the territorial capital, and the Governor’s Mansion is now preserved at the Sharlot Hall Museum.

The current municipal boundaries of Prescott encompass an area approximately 45.6 square miles with a population
of 45,827 as of the 2020 decennial census. The City is the base of Yavapai county government operations. Located in
the mountains of north central Arizona approximately 95 miles northwest of Phoenix (the State capitol) and 90 miles
southwest of Flagstaff, the City borders the Prescott National Forest to the south and west. The average elevation is
5,400 feet. The local climate is mild, with average high temperatures ranging from fifty degrees to ninety degrees and
the average precipitation recorded at 19.8 inches, most of which is rain. Prescott and the neighboring towns of Chino
Valley, Prescott Valley and Dewey-Humboldt form what is known locally as the Quad-City area.

The council-manager form of government was adopted in 1958. The Mayor is elected on a nonpartisan ballot to
represent the entire City for a two-year term. The six members of Council are elected at large for four year terms on a
nonpartisan ballot. Three of the six positions and the Mayor’s position are up for reelection at the same time.

Under the provisions of the City Charter, the Mayor and City Council are responsible for appointing the City Manager,
City Attorney, City Clerk, and City Magistrate. The City Manager is responsible for carrying out its established policies,
appointing department heads, and administering operations.

A staff of 518 full-time equivalent City employees working within fourteen City departments provides a full range of
municipal services. The municipal government provides police, fire, library recreation, parks, trails, golf, wastewater,
water, street improvements and maintenance, solid waste, municipal airport, planning and building, economic
development, and general administration services.

201 SouTH CORTEZ, PRESCOTT ARIZONA 86303
WWW.PRESCOTT-AZ.GOV
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The annual budget serves as the foundation for the City’s financial planning and control. Mayor and City Council set
the City’s long-term strategic direction and the goals that guide the departments in their budget preparation. A proposed
balanced budget is presented to the City Council for review and discussion in mid spring with the final adoption in June.
The fiscal year begins on July 1%t. Legal control over the budget derives from State statutes and City Charter which
prohibit the City from exceeding its adopted budget on the fund and department level.

The residents of Prescott approved a Home Rule exemption, the latest in August 2021, to the State of Arizona’s
expenditure limitation requirement. With this exemption, which is in effect for four consecutive years, the City can
determine the budget level as long as the City can identify resources to cover expenditures. The budget appropriated
by the City Council consists of all planned expenditures and the resources to cover them.

LONG-TERM FINANCIAL PLANNING

Each year, the City of Prescott evaluates its current financial condition with existing programs, assesses future financial
capacity, and integrates short and long-term plans, City Council goals, objectives, debt policies, investment policies
and financial policies (debt, investment, and budget policies) into its decision-making process.

Our long-term planning focuses on services that deliver outcomes important to the quality of life in Prescott. It maintains
programs that keep our community safe, support strategic economic development, encourage tourism, improve traffic
flow, and keep our streets clean. The end result of the annual budgetary process appropriately balances income and
expenditures to effectively and efficiently provide services responsive to our citizens’ needs.

Budget guidelines integrate and link overarching strategic goals of the City Council with funding and resources, in
order to deliver work programs and other items that support achievement of the goals. The following goals were
established during Council’'s FY23 strategic planning process:

1. Stabilize the General Fund - continually supporting the market compensation plan,and providing adequate
and stable funding and flexibility to maintain a balanced budget as required by the Charter, monitoring the
City’s unfunded pension status to ensure that past issues don't occur.

2. Economic Development — providing an environment to enable prosperity and job creation by providing great
services.

3. Airport — ensure the airport is preserved, dynamic, and capacity to accommodate current and future needs.

4. Quality of Life — A clean and safe City that provides superior essential services and enhances opportunities
that allow for retention and attraction of people who want to live, learn, work, and play in Prescott.

5. Service-Orientated Culture — Promote an accountable organizational culture of excellent, superior, solutions
driving service.

6. Establish a Charter Review Commission to make recommendations to the Council to determine which Charter
adjustments will go to the voters.

FACTORS AFFECTING FINANCIAL CONDITION

The information presented in the basic financial statements is perhaps best understood when it is considered from
the broader perspective of the specific environment within which the City operates.

Local Economy

Prescott is the center for trade in the region, and as a result has grown into a community with a robust, diverse economy,
which includes government, education, health care, manufacturing and tourism. Here is a brief overview of those
sectors:

1. Government: Prescott is the Yavapai County seat, and as a result, is home to a majority of the county offices
and court-related businesses. Several state and federal offices also call Prescott home as Prescott's
convenient location allows them to serve the northern and central regions of Arizona.

2. Education: In addition to ERAU, Prescott is home to higher education institutions such as Yavapai College,
Prescott College and Northern Arizona University Distance Learning Center. Prescott’s K-12 offerings include
public, private and charter schools.

3. Health care: The VA Medical Center and Yavapai Regional Medical Center’s main campus are both located
in Prescott, as well as the bulk of related health care providers, (i.e., doctors, specialists, outpatient surgery
centers and labs).

4. Manufacturing: Prescott’'s growing base of prime companies includes international manufacturers in the fields
of aerospace, bioscience, guns and after-market vehicle accessories.

5. Tourism: Historical assets and outdoor recreation make Prescott a destination for visitors. Comfortable
summer temperatures combine with signature events to create a perfect getaway for those from hotter parts
of the state. Prescott’s main tourist markets are the Phoenix and Tucson metro areas, California, Canada and
Germany.
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Although small in population, the City is not dependent on any one company or industry for economic vitality. The
region is diverse in nature and benefits from the following industries:

Education Retail
Embry Riddle Aeronautical University Prescott Gateway Mall
Yavapai College Wide assortment of automobile dealers
Prescott College Costco
Northern Arizona University Extension Trader Joe’s

Wal-Mart
Health Care Lowe’s
Yavapai Regional Medical Center Fry's
Veteran's Administration Hospital Safeway
Manufacturing Tourism
Pure Wafer Ernest A. Love Field — Prescott Airport
Sturm Ruger and Company Variety of accommodations and restaurants
Zila Nutraceuticals Multiple golf, hiking and camping areas
Cobham Avionics Numerous lakes and aquatic recreation sites
Davidson’'s Various cultural and entertainment venues

Each of these industries creates employment as well as opportunities for new business and entrepreneurial ventures,
and Prescott recognizes the valuable contributions that our business community makes. For this reason, we strive to
maintain Prescott as pro-business. We do this by being highly responsive to the needs of our business community,
implementing best practices and availing businesses to tools and resources to foster success.

Economic indicators for the fiscal year 2022 are represented by the following:
1 Sales tax revenues increased 7.3% from fiscal year 2021
1 299 single family permits were issued in fiscal year 2022 compared to 431 in fiscal year 2021
9  Total building permit valuation was $225 million in fiscal year 2022 compared to $219 million in fiscal year
2021
1 Bed tax collections, representing tourism activity, increased 33.7% from fiscal year 2021

Reserves

The City Council’'s budget policy is to have an unreserved fund balance equal to at least 20% of operating revenues in
the general fund: 10% to be used for the cash flow need due to timing differences between receipts and disbursements
during the fiscal year, and 10% to only be used upon approval of the City Council to cover unanticipated expenditures
or revenue shortfalls. The General Fund actual ending unassigned fund balance for June 30, 2022 is $22.8 million or
47% of operating revenues. Other funds have sufficient fund balances to meet operating requirements and
infrastructure improvements to the benefit of its residents.

AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Prescott for its comprehensive annual financial report
for the fiscal year ended June 30, 2021. This was the 40™ consecutive year that the City has achieved this prestigious
award.

In order to be awarded a certificate of achievement, a government must publish an easily readable and efficiently
organized comprehensive annual financial report. This report must satisfy both generally accepted accounting
principles and applicable legal requirements.

A certificate of achievement is valid for a period of one year only. We believe that our current comprehensive annual
report continues to meet the certificate of achievement program’s requirements, and we are submitting it to GFOA.

The City of Prescott received the Distinguished Budget Presentation Award from the GFOA for our conformity in the
budget presentation for the fiscal year beginning July 1, 2021. We believe that our current budget continues to conform
to the program requirements and expect to receive this award for the fiscal year beginning July 1, 2022.

INDEPENDENT AUDIT

In accordance with the City Charter and Arizona law, the City’s financial records are subject to an annual audit by an
independent certified public accountant. The audit is conducted in accordance with generally accepted auditing
standards. The auditor determines whether the City followed generally accepted accounting and reporting principles.
HintonBurdick, PLLC conducted the audit for fiscal year ending June 30, 2022. The audit opinion is located in the
financial section of the report.
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The City is also required to undergo a broader, federally mandated “Single Audit” designed to meet the special needs
of federal grantor agencies. The standards governing Single Audit engagements require the independent auditor to
report not only on the fair presentation of the financial statements, but also on the City’s internal controls and compliance
with legal requirements, with special emphasis on internal controls and legal requirements involving the administration
of federal awards. These reports are available in the City’s separately issued Single Audit Report.

ACKNOWLEDGMENT

The preparation of the Comprehensive Annual Financial Report was a collaborative undertaking of the Budget and
Finance Department. Each member has our appreciation for the assistance provided in the preparation of this
document. We also recognize the efforts of other departments who provided data that helped to make the report more
meaningful.

In closing, we acknowledge the City Council and the City Manager for their continued support and direction.
Respectfully submitted,

Gediil

Mark Woodfill
Finance Director
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City Organizational Chart
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